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PERSPECTIVES 


Farmers have enrolled nearly 180 million acres in 1982 
acreage reduction programs--79% of total U.S. base acreage 
of feed grains, wheat, upland cotton, and rice. Signup by 
crops: corn & sorghum, 74% of base acreage; barley & oats, 
71%; wheat, 84%; upland cotton, 91%; and rice, 91%. 


Enrolled farmers have til! about 6 weeks before harvests 

to make final decisions, so signup doesn't ensure partici- 
pation. Some may plant now, decide later based on market 
prices and weather. Participants must reduce base acreage 
at least 10% for feed grains; 15% for wheat, cotton, rice. 


Acreage impact? "Low market prices make the reserve 
program look attractive for corn and wil! help pul! down 
corn acreage from last year," predicts ERS economist Keith 
Collins. For wheat, smaller spring plantings are likely 
to offset last fall's increase in winter wheat acreage-- 
most of which will probably be harvested. For rice and 
cotton, Collins expects high participation rates and a 
sharp reduction in plantings from last year. Key 
incentives are prospects for large deficiency payments. 





Price impact? "The response to the acreage reduction 
programs ought to help reduce commercial or 'free' stocks 
and provide us with some price strength for next season, 
especially if early-entry placements into the farmer-owned 
reserve are high," Collins says. USDA will issue its 
first 1982/83 production and price forecasts In mid-May. 





This year's net farm income outlook remains downbeat--a 
3-year slump--though USDA's first official 1982 forecast 
won't come out till September. By then, analysts will 
have a firm figure for 1981 farm 'ncome, based on the 
annual farm production expenditure survey, and a much 
better fix on 1982 crops from August production estimates. 
So far, it looks like farm production expenses may rise 
Only 3%-5% this year, the smallest increase since 1968. 
But farmers' total cash receipts may actually decline for 
the first time since 1975. 





The Soviets still hadn't disclosed the size of their 1981 
grain harvest by mid-April, but some unofficial Soviet 
statements suggest production may have been 10-15 million 
tons below USDA's estimate of 175 million. Either way, 
it's their 3rd poor harvest in a row, and the weather 
excuse--though partly true--is wearing thin. With a weak, 
cash-short Soviet economy and with most new Investment 
going to the military and heavy Industry, no solution is 
in sight for their longer term farm productivity problems. 
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Agriculture Under Fire 
In Central America 


rom a hot spot on travel posters, 

Central America recently jumped 
into world headlines as the trouble spot 
of the Western Hemisphere. 


Attention has focused primarily on El 
Salvador, Nicaragua, and Guatemala, 
but important changes have also con- 
fronted neighboring Honduras, Panama, 
Costa Rica, and Belize (pronounced 
Bah-leece). In a combined land area 
smaller than Texas, these seven nations 
of 23 million people share a host of com- 
mon problems 


Perhaps the most serious is the increas- 
ing violence on the narrow land bridge 
that links North and South America. 
Guerrilla activity, terrorism, and political 
uncertainty have economic conse- 
quences even for those nations not 
directly involved 


‘The rising level of violence and uncer- 
tainty in the region is contributing to 
declining investment, capital flight, 
growing foreign debts, and social, 
economic, and agricultural disruptions,” 
says economist Donnel O'Flynn, a 
specialist on Central America with 
USDA's Economic Research Service 


The fighting in El Salvador and 
Guatemala has also interfered cirectly 
with food production, trade, and land 
reform; it has added to refugee 
problems, food shortages, and over- 
crowding in cities; and it has spread fear 
among rural populations, which 
generally take the brunt of the violence 


But even if all hostilities ended today, 
Central America would still be facing dif- 
ficult times, according to O'Flynn. He 
points to the current depressed state of 
the world economy, rapid regional pop- 
ulation growth, and the obstacles to 
earning enough foreign exchange to 
meet expanding demand for imports— 
imports not just of consumer goods but 
also of oil, industrial products, and 
agricultural inputs needed to feed 
productivity gains 


Only Panama and Nicaragua made good 
economic progress last year. For most 


of Central America, high interest rates 
and tight credit severely crimped or 
reversed economic growth. Lower 
prices for the region’s chief export 
commodities—beef, coffee, sugar, 
bananas, and cotton—hurt, too. Even 
worse, agricultural output has been fall- 
ing behind population gains. 


Food and farming are at the very core of 
the crisis. Agriculture is, by far, the ma- 
jor industry, major occupation, and ma- 
jor export earner, so a healthy 
agricultural sector is vital to the region. 


Here’s a country-by-country rundown on 
some of the problems and prospects 
facing agriculture: 


El Salvador: Rural Violence 

Every sector of the Salvadoran economy 
lost ground last year, and agriculture 
was no exception, reports O'Flynn. Crop 
output dropped 14 percent, and 
livestock production declined 8 percent. 


Among the reasons: increased violence 
in rural areas. Terrorist activities disrup- 


ted agricultural production, as well as 
food processing and manufacturing 
operations. The unstable political condi- 
tions alarmed investors and lenders, 
who sought safer places to put their 
money, O’Flynn says. As a result, there 
was less credit available to finance in- 
puts and other productivity-enhancing 
investments in agriculture. 


Uncertainty over the Salvadoran land 
reform program also played a role. 
Large landholdings have been broken 
up and organized into cooperatives for 
former farmworkers, tenants, and share- 
croppers. An estimated 650,000 acres 
had been claimed by the end of last 
year. Although titling of transfers involv- 
ing medium and small holdings has 
been postponed, current owners are 
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reluctant to invest in land they may even- 
tually lose. 


El Salvador has also had to deal with 
coffee rust, depletion of the cattle herd 
through rustling and illegal exports, and 
relatively low world prices for its major 
export crops. The nation’s trade position 
continued to deteriorate last year as the 
gap widened between domestic produc- 
tion and demand. Exports of principal 
agricultural products dropped 31 per- 
cent to an estimated $430 million. 
Prospects this year aren’t much better. 
Neither planted acreage nor yields are 
likely to rise for most crops. 


With growing shortages of foreign ex- 
change, Salvadoran agricultural imports 
will depend on the amount of foreign 
assistance available. Last fiscal year, im- 
ports of U.S. farm products rose 24 per- 
cent to $62 million, with credit sales ac- 
counting for about 30 percent of the 
total. Wheat and flour, feed grains, and 
soybean oil and meal are the major U.S. 
sales items. 


At this writing, it's premature to 
speculate whether the March elections, 
or possible negotiations with rebel 
forces, will end the fighting that has 
plagued El Salvador. 


Nicaragua: Slow Recovery 
Recuperating from the 1979 civil war in 
which business leaders and leftists com- 
bined to overthrow the Somoza govern- 
ment, Nicaragua was one of the two 
Central American countries to show 
some economic progress last year. 
However, neither the industrial nor agri- 
cultural sectors have recovered to 
prewar levels. A major problem is 
private sector wariness concerning the 
Sandinista government's commitment to 
economic pluralism. 


FARMLINE/May 1982 


Since 1979, many large landholdings 
have been turned over to cooperatives. 
Banks have been nationalized, and 
credit policies are now more favorable to 
agriculture than in the past—particularly 
to smaller producers and cooperatives. 


Farm output rose about 4 percent last 
year, but it remained more than 20 per- 
cent below 1978's prewar level. Export 
crops, including sugar, coffee, bananas, 
and cotton, did better—only 15 percent 
below the prewar level. 


The brightest farm sector was grains 
and the weakest livestock. Attractive 
support prices and subsidized credit are 
being offered to grain producers to im- 
prove food self-sufficiency. 


Agricultural exports rose an estimated 
13 percent to about $370 million, com- 
pared with a prewar figure of $490 
million. Farm imports totaled around 
$120 million. 


The United States suspended food aid in 
March 1981, one reason why U.S. agri- 
cultural exports fell from $65 million in 
fiscal 1980 to $39 million last year. 


Unless relations improve, U.S. sales are 
unlikely to recover this year. In fact, 
Nicaragua will be hard pressed to meet 
its import needs without credit or food 
aid from donor nations. A shortage of 
foreign exchange is the main problem. 


Guatemala: Political Terrorism 

A new government was installed by coup 
after widespread charges of fraud in 
March elections. What effect this will 
have on guerrilla clashes with the army 
remains to be seen. 


The economy grew only 1 percent last 
year, but agricultural production rose 6 
percent, recovering from a poor 1980 


season. Output rose for beef, corn, 
sorghum, coffee, and sugar. 


However, cotton producers were hurt by 
tight credit, rural violence, and low 
prices. As a result, cotton production 
declined for the third consecutive year, 
and exports fell 17 percent. Imports of 
vegetable oil and protein meal jumped 
as a result of the downturn in cottonseed 
oil and meal output. 


Despite eroding foreign exchange 
reserves, imports of U.S. farm products 
rose to $85 million in fiscal 1981 
Guatemala had become increasingly 
dependent on imported feed grains, so 
support prices for the 1981/82 crop 
were raised. With improved production 
and low grain prices, U.S. export sales 
value is expected to decline this year 


U.S. imports of Guatemalan farm 
products dropped 34 percent to $295 
million last fiscal year. Major items: cof- 
fee and sugar. Low U.S. meat prices are 
hurting Guatemalan earnings, so beef 
and veal exports are being diverted to 
Mexico. 


Honduras: Eye of the Storm 

The Honduran economy showed negligi- 
ble growth last year, but the country 
remains politically stable—a stark con- 
trast with the turmoil in neighboring E! 
Salvador and Guatemala. The most 
noteworthy event was the peaceful in- 
Stallation of a civilian president in 
January. 


Agricultural production fell slightly, and 
agricultural export revenues dropped by 
6 percent because of lower world prices 
for coffee and reduced shipments of 
bananas and beef. Lack of adequate 
credit is becoming a severe problem, 
both for agriculture and the rest of the 
economy. 





Farm Trade with the U.S. Suffers as Central America Struggles with Political, 


Economic, and Agricultural Problems 


Agricultural 
imports from U.S 


1980 1981 


E| Salvador 50 62 
Nicaragua 65 39 
Guatemala 71 85 
Honduras 50 45 
Panama 74 83 
Costa Rica 64 48 
Belize 11 11 
Total 385 


Fiscal years. 1982 forecast 


Agricultural exports totaled $514 million 
last year, accounting for about three- 
fourths of total Honduran export 
revenues. Sales to the United States 
matched fiscal 1980's level of $315 
million 


As a market for U.S. farm products, 
Honduras showed fairly strong growth in 
fiscal 1980 when U.S. sales rose from 
$30 million to $50 million. But last year, a 
sluggish economy and a sizable foreign 
exchange deficit depressed import de- 
mand, and U.S. exports dropped to $45 
million. Wheat is typically the biggest 
U.S. sales item 


Panama: Continued Growth 

Panama’s economy continues to grow 
while most of its neighbors face serious 
economic problems. The political situa- 
tion also appears reasonably stable, 
despite a quiet power struggle since 
Omar Torrijos was killed in a plane crash 
last year, ending his 13-year rule. 


Panama is not without its problems, but 
a number of factors work in its favor 
Among these are access to credit from 
the international banking sector located 
in the Canal Zone, Panama canal tolls, 
and good economic management. In- 
terest rates are tied to U.S. rates, so 





Agricultural 
exports to U.S 





1982 


1982 1980 ‘1981 





$millions 

88 290 167 135 
32 166 123 80 
70 446 295 280 
40 315 315 310 
80 103 130 125 
50 311 285 
11 34 25 

1,665 1,240 





credit is expensive, but it is usually 
available to farmers. 


Production of bananas, the top export 
earner, climbed about 16 percent, 
recovering from storm damage 2 years 
ago. Beef output was stable, while rice 
output jumped 30 percent in response to 
better prices. 


Despite higher production, sugar 
exports—all of which go to the United 
States—dropped 24 percent. Exports 
have suffered since 1980 when Panama- 
nian sugar lost its duty-free status (un- 
der U.S. rules, it was no longer eligible 
once sales exceeded $50 million). 


Panama took $83 million worth of agri- 
cultural exports from the United States 
in fiscal 1981. Virtually the entire amount 
was on commercial trade terms, making 
Panama our biggest commercial market 
in Central America. 


It will probably retain that position this 
year. Rising consumer incomes and ex- 
panding poultry and dairy operations 
are fueling demand for wheat, corn, soy- 
bean meal, and prepared feeds—all ma- 
jor U.S. export products to Panama. 


Costa Rica: Hard Times 
Once the “star performer” of the region, 
Costa Rica has fallen on hard economic 


times. The reasons include lower prices 
for export products, runaway govern- 
ment spending, and higher oil import 
bills. 


The struggle to get the economy back on 
its feet has spilled over into agriculture, 
hindering Costa Rica’s ambitious 
program to increase self-sufficiency. 
Production of rice, the major grain, 
remained below the level of the late 
1970's. Corn and sorghum output rose 
last year, but both coffee and bananas— 
major export crops—suffered produc- 
tion declines. 


Agricultural exports increased 11 per- 
cent last year to an estimated $685 
million. About 43 percent of the export 
earnings came from sales to the United 
States. Imports of U.S. farm products— 
mostly wheat, corn, and soybean oil and 
meal—declined 28 percent to $48 
million. 


Economic problems, tight credit, and 
foreign exchange shortages will con- 
tinue to put a drag on agricultural 
production this year, and the same fac- 
tors will also hamper imports. As a 
result, U.S. exports will show little if any 
growth, despite an $18 million con- 
cessional sales credit granted to Costa 
Rica for fiscal 1982. 


Belize: Now Independent 

Belize, the former British Honduras, 
became independent last September. 
Sugar, the chief crop of this small nation 
(population 150,000), accounts for about 
85 percent of export earnings from agri- 
cultural products and 60 percent of total 
export receipts. 


Overall agricultural export sales drop- 
ped 25 percent last year—to about $30 
milllion—primarily because of lower 
world sugar prices. 


Belize bought about $11 million in U.S. 
farm products in each of the last 3 years. 
However, impert demand is growing for 
U.S. wheat, fats and oils, and prepared 
poultry feeds. 0 


[Based on information provided by ERS 
economist Donnel O’Flynn.} 
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Central American Trade 
Puts U.S. in Buyer’s Seat 


U nlike most of our trading partners 
woridwide, all seven Central 
American nations can claim a favorable 
balance of agricultural trade with the 
United States. 


In total farm product commerce with us, 
Central America earns around four 
times more than it spends. The region 
sold from $1.3-$1.7 billion in agricultural 
goods to the United States in each of the 
last 3 years, compared with imports 
from us of $251 million in fiscal 1979, 
$385 million in fiscal 1980, and $373 
million last year. 


The United States is Central America’s 
top customer, accounting for about 40 
percent of the region’s farm export earn- 
ings. Close to 10 percent of our total 
agricultural import bill is spent there on 
such products as sugar, cocoa, coffee, 
bananas, beef, and tropical fruits. 


For U.S. farmers, however, Central 
America is a small and currently 
depressed market. It represents only 
around 1 percent of our agricultural ex- 
port earnings, although the region buys 
more from us than from any other sup- 
plier. 


Overall, about nine out of every ten 
dollars worth of U.S. exports are on 
commercial trade terms, but the per- 
centage varies from year to year and 
from country to country. 


Panama is the biggest commercial 
customer for our farm goods in Central 
America, with $81.3 million in purchases 
last year. Another $1.6 million in exports 
came through concessional programs. 
Total U.S. farm exports to Guatemala 
were slightly higher—$85.1 million—but 
commercial sales amounted to only 
$77.7 million. 


From us, Central America buys wheat, 
flour, corn, soybean meal and oil, tallow, 
and many processed foods. 


Our fiscal 1980 export record of $385 
million wasn't matched in 1981 because 
of the suspension of food aid to 
Nicaragua and smaller sales to Costa 
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Rica and Honduras. U.S. exports are ex- 
pected to fall further this fiscal year, 
primarily because of lower grain prices 
and reduced grain demand. 


Although political and economic condi- 
tions are depressing U.S. sales for now, 
the Central American market has a lot of 
future growth potential—when and if 
strong economic performance returns. 


“There is clearly a great deal of latent 
demand for improved diets,” says ERS 
economist Donnel O'Flynn. In fact, dur- 
ing recent years, farm production in the 
region hasn't even kept pace with pop- 
ulation growth. 


The fastesi growing needs seem to be 
wheat and flour for human consumption, 
and feed grains and protein ingredients 
to expand livestock and poultry produc- 
tion. In the short term, dairy and 
vegetable oil sales could also increase to 
offset local production declines. 0 





Panama Is the Biggest Commercial 
Customer for U.S. Farm Goods 


Commercial 
U.S. agricultural exports’ 


Value in 
$ millions 


% of total 
U.S. farm 
exports 
(fiscal 1981) 
Panama 81.3 98 
Guatemala 77.7 91 
Costa Rica 47.3 98 
El Salvador 43.3 70 
Nicaragua 36.4 94 
Honduras 35.3 79 
Belize 11.0 
All Central 
America 332.3 89 


Excludes long-term credit sales, P.L.-480 exports 
and exports under other concessional. US 
government-financed programs 





U.S. Imports Far Exceed Exports in Farm Trade with Central America, But Central 
America Counts on the U.S. as Both Buyer and Seller 
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Squeezing 
More Pork Per 
Production 
Dollar 


Dexter concerns that productivity 
gains may be leveling off in much of 
the U.S. farm sector, hog producers 
might produce significantly more pork at 
essentially the same level of inputs— 
given the right economic incentives. 


For instance, many could decrease feed 
use by as much as 20 percent by simply 
improving average feeding efficiency to 
levels already attained by the better 
producers, says Richard Crom, chief of 
the animal products branch of USDA's 
Economic Research Service. 


Pork productivity, in simple terms, is the 
amount of meat produced per unit of 
input. 


Crom recently outlined to a gathering of 
researchers several areas which offer 
hog growers and researchers the poten- 
tial for significant productivity gains by 
improving application of existing tech- 
nology and management practices. 
While some areas still need research, 
many are now available to producers for 
adoption. 


For the time being, most producers 
aren't interested in increasing produc- 
tivity if it requires borrowing money at 
today’s high interest rates. In many 
cases, productivity gains hinge on large 
outlays for facilities such as confinement 
operations which can lower per-unit 
costs by increasing the amount of pork 
produced. 


Producing more pork could even work 
against hog farmers if it meant driving 
farm prices down even further. In March, 
farm prices were only about $11 per cwt. 
over cash costs—a small margin on 
which to cover labor, general farm 
overhead, and other noncash expenses. 


Nevertheless, given this tight economic 
situation, producers may be more in- 
terested than ever in ways to cut produc- 
tion costs through better management 
practices—so long as more cash outlays 
aren't required. 


In the long haul, this capacity to improve 
productivity should work to the 


producers’ benefit when the market 
turns around to offer greater profits. 


Better Feeding Practices 

According to Crom, better feeding prac- 
tices may be a prime area for produc- 
tivity gains, without new investments in 
most cases. 


The average feed conversion ratio—the 
amount of feed used to produce a pound 
of pork—is about 4.4 to 1. This means it 
takes 4.4 pounds of feed for each pound 
of pork produced. 


However, better producers are achiev- 
ing a 3.5 to 1 ratio. This is about a 20- 
percent ga” which could be closed by 
most of today’s producers, researchers 
note. How? By such practices as better 
genetics and cross breeding, improved 
disease control, and better protection 
from temperature extremes that cause 
weight loss. 


Genetic research has already provided 
at least part of the answer to another 
productivity need: Scientists have 
developed hogs that can produce larger 





More Efficient Hog Feeding Boosts Profits and Productivity 
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litters more frequently, with higher live 
birth rates. Although research is con- 
tinuing, many producers haven't yet 
looked into the new strains already 
available. 


improved litter performance would allow 
hog farmers to maintain smaller 
breeding herds that would require less 
feed. 


One obstacle to increasing litter sizes is 
the present tax law which provides 
capital gains incentives to keep gilts 
rather than sows for breeding. Sows 
tend to produce more live births per lit- 
ter than gilts, thus increasing pork 
production. 


The number of pigs produced can also 
be increased by immediate rebreeding 
to produce more litters per sow per year. 
Many hog farmers wait longer than 
necessary. 


Still another potential savings in 
breeding herd maintenance is for 
producers to send cull sows to market at 
lighter weights and not waste feed. 


Better Boars 

Genetic research might yield still other 
dividends by improving boar character- 
istics. Boars achieve slaughter weights 
at earlier ages than sows, thus offering a 
major advantage. However, sexually 
mature boars may have an undesirable 
taste. 


Breeders can seek to develop a boar 
which achieves sexual maturity at a 
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relatively late age, but which retains a 
fast growth rate. 


A final area which Crom cites for 
improvement is to breed larger framed 
hogs for the heaviest possible slaughter 
weight and still achieve the U.S. No. 1 
grade. 


Heavier, larger hogs would increase the 
yield of lean cuts by a small amount, and 
would still attain premium prices, if the 
U.S. No. 1 grade could be maintained. 


While most hog farmers can benefit from 
better breeding and management, some 
potential efficiencies are open only to 
larger operators. 


Large units—those farrowing about 
2,500 to 5,000 or more hogs—have an 
economy of scale advantage of about $7 
per hundred-weight over small-scale 
producers. This doesn’t include the cost 
advantage of large-volume inputs 
purchases. 


Large operations are usually closed- 
confinement systems which require a 
huge initial investment but offer lower 
labor costs and longrun savings. 
Currently, such investments may need to 
be forestalled until interest rates drop. 


However, such systems must con- 
tinuously operate near capacity to 
spread the high overhead costs, such as 
debt servicing. Thus, large operators 
can’t easily vary production according to 
market prices. 


“As more large systems predominate,” 
Crom says, “the change in structure may 
tend to even out the hog cycle.” 


Help for Smaller Producers 

Small producers can achieve some 
economies of scale by joining with other 
farmers in cooperative buying of inputs, 
and in cooperative sales with grading 
and sorting of hogs. 


However, they are still hampered by in- 
efficiencies. Most are feeder pig pro- 
ducers, who sell young animals to 
finishers who feed them to slaughter 
weights—the traditional “split-phase” 


production process. This is less efficient 
than farrow-to-finish operations com- 
mon among large operators. 


Disadvantages to feeder operations in- 
clude the adjustment the animal must 
make when transferred from farm to 
farm, and the loss of animal identifica- 
tion in tracing performance related to 
improved genetics and breeding 
practices. 


By realizing more of the efficiencies of 
farrow-to-finish operations as the in- 
dustry shifts toward such larger scale 
systems, productivity would be 
improved. 


The bottom line, Crom notes, is that the 
pork industry has considerable capacity 
to turn out much more meat with little 
additional investment—if the price is 
right. O 


[Based on special material provided by 
ERS economist Richard Crom.] 


From Pen to Table 


Hog production isn’t the only link in 
the pork chain offering potential 
productivity gains. The marketing 
and processing sectors also offer 





Looking Ahead: A View of 
ERS by its New Top Manager 


ohn E. Lee, Jr., a career USDA 
J economist who was raised on an 
Alabama family farm, has been ap- 
pointed administrator of the Economic 
Research Service (ERS). 


ERS is the main source of USDA's out- 
look and situation information and is 
responsible for a broad range of 
economic research and analysis on 
domestic and foreign agriculture, 
natural resources, and rural com- 
munities. FARMLINE magazine is 
published by ERS. 


As administrator, Lee faces a number of 
critical questions. Among them: How will 
the agency respond to the challenges 
posed by limited resources, the re- 
examination of national priorities, and 
the increasing demand for economic in- 
formation? 


FARMLINE interviewed Lee to give 
readers his view on the agency—its past, 
its present, and its future: 


How has the mission of the Economic 
Research Service changed in the 20 
years you’ve been with ERS? 


The focus of our agency has shifted from 
emphasis on farm-level problems and 
problems of individual marketing firms 
to national agricultural policy issues. 


What were some of the reasons behind 
this shift in focus? 


Twenty years ago, the basic problem in 
agriculture was seen as one of farm 
management adjustments to minimize 
costs and maximize efficiency. In other 
words, to stay ahead on the cost-price 
treadmill, farmers felt they had to in- 
dividually reduce costs and improve 
productivity 


Thus, ERS was heavily involved in 
studies focusing on such areas as farm 
management, efficiency in marketing 
firms, and farm adjustment and growth. 


By the 1970's, however, it was clear that 
major changes had taken place in the 
organization of agriculture. These 
changes led us to realize that, by and 
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‘‘Our information has to be 
credible, objective, timely, ac- 
curate, and widely available.’’ 


large, farmers had become very good 
managers. The main problems were no 
longer in providing a population of small 
producers with information on how to 
run their farms. 


As a result, we shifted our emphasis 
away from farm management and 
marketing problems to a host of public 
policy issues and concerns about the 
overall performance and well-being of 
the farm and food system. 


How would you describe the agency’s 
mission today? 


Our basic mission is to provide useful 
economic intelligence for public and 
private decisionmakers on policy issues 
regarding food and agriculture, world 
trade relationships, the use of our 
natural resources, and the well-being of 
rural people. 


Our information has to be credible, ob- 
jective, timely, accurate, and widely 
available. Our goal is serving public in- 
terests by providing information that will 
help improve the overall performance of 
the food system, the rural sector, and 
markets for resources and products. 


As a publicly funded agency, we serve 
the legitimate information needs of 
farmers, agribusiness, and consumers 
within a context where, when there are 
conflicts, the broader public interests 
take precedence. 


If we do not fill the aggregate needs, ad- 
dress the broad issues, consider long- 
term effects, and ask the hard questions 
about how public interests are being 
served, it is not necessarily the case that 
someone else will do it. 


Has the shift in emphasis to national 
issues entailed a sacrifice? 


Yes. We don’t have enough resources to 


cover both national and all local varia- 
tions of issues. 


There is no other publicly funded agency 
charged with the responsibility to 
provide economic information on broad 
international, national, and regional 
agricultural issues. Thus, our emphasis 
must begin with problems of broad 
public concern and work toward 
regional, local, and micro issues as far 
as our resources will carry us. 


ERS will do more good for more people, 
for example, if we provide information 
that helps design an effective national 
program or that helps head off a well- 
meaning program that is doomed to 
failure at taxpayer expense because it’s 
poorly conceived. 


Do tight budgets and economic pres- 
sures make it difficult to maintain the 
professional quality and integrity of the 
agency’s products? 


No. ERS has always had a reputation for 
objectivity and impartial analysis. | have 
a mandate from the Office of the 
Secretary of Agriculture to maintain and 
enhance that reputation. 


Moreover, USDA's top officials have 
taken a firm position on maintaining the 
quality of our research and information, 
even if doing so requires eliminating 
some lower priority activities. 


How will budget restraints affect ERS? 


ERS has fared well relative to some 
other agencies because of the Ad- 
ministration’s support for research to 
improve the well-being of agriculture. 
Cutbacks will have minimal effects on 
the vital work of the agency. 


Belt tightening is causing us to review 
our present programs carefully and to 
move with dispatch to phase out lower 
priority activities so we can redirect 
resources to new and emerging con- 
cerns. 


To cope with tight budgets, we have 
taken a number of steps to improve 
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operating efficiency, and we've instituted 
user-fees for our publications to effect 
savings in printing and postage costs. 


Will this restrict access to our informa- 
tion? 


We have taken precautions to ensure the 
availability of our information. We offer 
free copies of publications to the media 
and other extenders of information. ERS 
has always been primarily a wholesaler 
rather than a retailer of information. Of- 
ten, farmers read about our research in 
newspapers and magazines, or hear of it 
on radio or TV. 


We will also see that professional 
researchers have access to our material 
through libraries and other means. 


Finally, we’re working with the agencies 
that set prices for publications to hold 
purchase costs as low as possible, and 
we're exploring more cost-effective 
alternatives for providing data and infor- 
mation, including the use of electronic 
technology. 


We remain committed to wide-scale, 
timely disbursement of economic infor- 
mation because we believe that markets 
are more likely to perform well when all 
participants have equal access to that 
information. 


We've heard some criticism that the 
agency’s program of basic economic 
research has suffered in recent years. Is 
that true? 


Given our mission and overall respon- 
sibilities, we cannot devote all of our 
resources to basic long-term research 
and ignore the more immediate 
economic analysis needed by policy- 
makers. Conversely, we can ill-afford the 
long-term effects on our knowledge 
base of having all our analysts doing 
short-term staff work. 


ERS is involved in a continuum of ac- 
tivities, all the way from basic research 
to applied staff work. More than half of 
our economists are mainly engaged in 
research. Fewer than ten percent are in- 
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volved primarily in short-term staff work 
and specific policy analysis. 


The remainder are engaged in ongoing 
situation and outlook work, data series 
maintenance, and day-to-day monitor- 
ing of the agricultural economy. 


A top priority during the coming year will 
be an intensive review of our research 
program with an eye to possible redirec- 
tions of resources to important 
economic issues that we're not ade- 
quately addressing now. 


Can you be specific about such issues? 


In part, the purpose of the review is to 


Introducing... 


ERS’ new top manager, John E. Lee, Jr., 
should know the agency inside and out 


He joined ERS as an economist in 1962 
and has conducted research projects on 
such diverse areas as farm management, 
production economics, aggregate supply 
models for major commodities, financial 
structure, and agricultural policy. Since 
1970, he has held a number of key 
management positions in the agency 


He was Officially appointed administrator 
of ERS on March 26 after serving as acting 
administrator since last October when 
Kenneth R. Farrell retired. 


Lee, 48, holds a B.S. degree in animal 
nutrition and husbandry from Auburn 
University and an M.S. degree in 
agricultural economics, also from Auburn. 
He earried a Ph.D. in economics at 
Harvard University. 


He is the author of nearly 50 articles and 
publications, the former vice president of 
the Southern Agricultural Economics 
Association, and a member of various 
professional organizations. 


Born in Pickens County, Alabama, near 
the Mississippi line, Lee was raised on 
his family’s crop-livestock farm. He helped 
manage the family farm during his high 
school and college years and, with his 


identify these issues, but some general 
areas that come to mind are conserva- 
tion of land and water resources, the 
economic capacity of U.S. agriculture to 
produce, the potential for expanded ex- 
ports, and the implications of that export 
potential for total demand on our 
national agricultural system. 


In addition, we have observed a great in- 
crease in the volatility of demand for 
farm products, especially world de- 
mand, and that has caused large varia- 
tions in commodity prices and farm in- 
come. We have not given adequate at- 
tention to the implications of this 
volatility. 0 


brother, operated a small farm on rented 
land. His father and two brothers are still 
farming 


Before joining USDA, Lee conducted 
economic research and taught briefly at 
Auburn and Harvard Universities. He also 
served 2 years in the U.S. Army signal 
corps 


in - 


John E. Lee, Jr., administrator 
Economic Research Service. 








How and Where To Get 
A Farm Loan 


a money is a necessary but 
trying process for most farmers and 
ranchers—especially in today’s money 
market. Knowing where to go and how to 
approach a lender can ease the 
aggravation. 


Lenders use several important criteria in 
evaluating a loan request, according to 
Bruce Hottel, formerly with USDA's 
Economic Research Service and now 
with the Federal Crop Insurance 
Corporation. 


The first is what Hottel calls the “human 
factor’—the applicant’s personal in- 
tegrity and business skills. Personal in- 
tegrity involves a borrower's honesty, 
determination to meet obligations, and 
cooperativeness. 


Management skills include how well the 
farmer handles record-keeping, person- 
nel, time, and production and financial 
planning. Most farmers can show ade- 
quate short-term management, but 
lenders are more likely to look at how 
borrowers handle their long-term goals. 


“Many lenders are concerned about the 
farmer who is unable to see the total pic- 
ture,” Hottel says. “These farmers are 
too often concerned with short-term 
problems they can’t control, while more 
important items, such as long-term 
earnings, production, and marketing 
programs, are overlooked.” 


Lenders are also interested in the pur- 
pose of the loan. Loan requests are 
classified as immediate necessities, 
long-term needs, and wants. Although 
not a hard-and-fast rule, the more 
necessary or essential the request, the 
more likely the loan will be granted, ac- 
cording to Hottel. 


Attention to the Balance Sheet 

Even with the attention given to the 
human factor and the purpose of the 
loan, the farmer's balance sheet is still 
the bottom line. 
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Many lenders are concerned 
about farmers who can’t see the 
total picture. 


In examining a farmer’s finances, lend- 
ers look for full disclosure of all amounts 
owed and realistic evaluations of assets. 
There are two types of liabilities that 
lenders look at but borrowers frequently 
overlook—accrued liabilities (expenses 
that accumulate over time but have not 
been paid, such as taxes) and con- 
tingent liabilities (potential expenses, 
such as responsibility for the debts of 
others and potential taxes on assets sold 
in the future). 


Most lenders evaluate borrowers’ credit 
standings by the leverage ratio, the 
amount of debt relative to net worth. For 
example, if a farmer’s debts were 
$200,000 and net worth $400,000, the 
ratio would be 0.5—generally con- 
sidered a good range. A ratio of 1.0 
would be fair, and 1.5 could raise some 
concern. 


Lenders also examine liquidity. That’s a 
measure of the borrower’s ability to 
generate sufficient cash to meet short- 
term financial commitments without dis- 
rupting the ongoing business. In deter- 
mining liquidity, another ratio is used— 
current assets (cash and assets that can 
be converted to cash within a year) to 
current liabilities (amounts due within a 
year). 


For this ratio, 2.0 is considered good, 
while 1.0 is fair. So, a farmer with 
$50,000 in current liabilities would need 
$100,000 in current assets tc get a good 
rating. 


Current assets include cash, securities, 
inventory, and receivables, while current 
liabilities comprise trade credit and 
short-term obligations. 


Lenders also look at borrowers’ cash 
flow projections (estimates of monthly or 


annual cash inflow as compared with 
cash outflows) to determine credit 
eligibility. 

“Lenders like to see farmers monitor 
their cash flows on a monthly and a year- 
to-date basis by comparing projected 
and actual flows as the year 
progresses,” Hottel says. “This helps 
both parties spot potential problems and 
allows for adjustments.” 


The last important item is collateral. 
Lenders need collateral to cover the loan 
in case of default, death, or other 
problems that prevent repayment. 


How much collateral is adequate? “It’s 
adequate if, under the worst conditions, 
enough of it can be located and 
repossessed in an acceptable condition 
so that it can be sold for sufficient cash 
to repay the loan in full and cover the 
costs involved,” Hottel says. 


Also, every lender expects a borrower to 
carry sufficient casualty and liability in- 
surance to protect the value of the 
assets put up as collateral. 


“No lender wants to see the collateral 
vanish in a fire, wind storm, drought, or 
law suit, unless it can be replaced by in- 
surance proceeds,” he points out. Ac- 
cording to Hottel, the expanding federal 
crop insurance program will play an in- 
creasingly important role in farmers’ risk 
protection in the future. 


Where to Get a Loan 

After settling on the best approach, the 
next decision is where to go to get the 
loan. The most obvious possibility is a 
commercial bank. 


Banks are the leading source of nonreal 
estate loans and a major avenue for real 
estate loans. However, there can be 
several drawbacks—especially for rural 
banks. 
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If deposit growth is slower than the de- 
mand for loans, banks may have dif- 
ficulties satisfying borrowers. Small rural 
banks have particular problems, 
because many have limited access to 
funds outside their local markets. 


The legal limit on the size of loans to in- 
dividual borrowers is another problem. 
And, with the increasing number of large 
farms, some rural banks don’t have the 
capital to meet all the borrowing needs 
of their larger customers. 


In addition, the loan demand on rural 
banks is seasonal by nature. So, banks 
may be short of funds during peak 
times, such as the planting season. 


There are ways banks can get around 
these problems. A smaller bank can 
become a “correspondent” with a larger 
one. If the smaller bank can’t handle a 
loan, it can request a participation or 
direct loan from the correspondent 
bank. 


Under loan participation, the corre- 
spondent bank buys from the originating 
bank either a portion or all of the loan, 
along with a proportionate share of the 
interest. Direct loans are similar, except 
the correspondent bank loans money 
directly to the customer. 


Commercial banks aren't the only 
source of farm loans, of course. The 
Farm Credit System is an agricultural 
credit cooperative owned by member- 
borrowers. it comprises federal land 
banks, which supply long-term loans 
through local federal land bank associa- 
tions; federal intermediate credit banks, 
which function as short-term and 
intermediate-term lenders through their 
local production credit associations; and 
banks for cooperatives, which lend to 
farmer cooperatives. 


Life insurance companies, another lend- 
ing source, provide financing primarily 
through first mortgages on farm real es- 
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Lenders look at a borrower’s 
leverage ratio, liquidity, cash 
flow projections, and 
collateral. 


tate. These loans are typically for large 
amounts, and most companies set a 
minimum size limit. 


“Life insurance companies also tend to 
be selective in terms of the areas of the 
country in which they concentrate their 
loan activities,” Hottel says. “They se- 
lect areas where a reasonable degree of 
safety is combined with a large volume 
of business, such as in some Delta and 
western states.” 


Want to anticipate the questions on 
a lender’s mind when the lender sits 
down with a prospective farm 
borrower? Ask yourself these 
questions: 


Does my personal credit history 
show that I’m a good risk? 


Are my records in good order? Can 
| show that | understand and use 
them properly? 


Do | have effective production and 
marketing strategies? 


Do | get along well with my em- 
ployees? Do | manage my labor 
force efficiently? 


Federal Funding 

The federal government can also be a 
source for loans. USDA's Farmers Home 
Administration (FmHA) is a rural credit 
agency that lends money to farmers, 
ranchers, and rural residents who can't 
get adequate financing from other 
sources. To be eligible for an FmHA 
farm loan, the borrower must: 


e have sufficient experience or ability to 
succeed in farming and be recognized in 
the community as a farmer. 


e be unable to obtain sufficient credit 
elsewhere. (Farmers who can get suf- 
ficient credit from outside sources may 
qualify for FmHA emergency loans.) 


¢ be eligible to incur the obligations of a 
loan. 


Am | prepared to discuss long-term 
goals for my farm? Are they realistic, 
or am | expanding too quickly? 


Have | prepared an updated, year- 
end balance sheet? 


Is my financial statement complete? 
Are all assets and liabilities listed? 


Will | have the cash to service debt 
payments? Is the repayment period 
long enough? 


Can | come up with the required 
collateral? Is it insured against loss? 


Will the lender view the purpose of 
my loan as necessary and realistic? 





« be able to carry out the terms and 
conditions of the loan 


« be a US. citizen 


The FmHA extends farm operating loans 
for annual production purposes; farm 
ownership loans to buy, improve, or 
enlarge farms; limited resource loans for 
farmers who can't pay normal interest 
rates on other FmHA loans; and emer- 


yency loans 


3ut funds for some FmHA loan 
programs are getting tighter, and 
recently some loans have been reduced 
or curtailed. Lending authorizations 
through October 1, 1982, were lowered 
for farm ownership and emergency 
loans, but were increased for farm 


operating loans 


Jnder the Commodity Credit Corpora- 
tion (CCC), farmers, sugar processors, 
ind some cooperative marketing firms 
can place their farm products in CCC- 
approved storage for a set time period 
and receive a nonrecourse loan equal to 


“Scrutinizing 
Borrowers” 


“Money is generally plentiful but ex- 
pensive, and banks are scrutinizing 
their borrowers more Carefully,” says 
Stan Forbes, agribusiness director 
for Virginia National Bank. 


“| think we'll be facing 1 or 2 more 
years of difficult times, because of the 
sluggish economy and a tightening 
of federal programs for agricultural 
funding,” Forbes projects. “Also, 
many banks are pulling out of 
agricultural lending.” 


According to Forbes, lenders will 
have to resort to some innovative 
techniques to help finance 
agriculture. For example, Virginia 
has a Governor's Agricultural Credit 
Committee made up of federal 





programs, banks, businesses, and 
others who extend credit to farmers. 
The committee studies the economic 
situation and makes 5-year projec- 
tions on the financial needs of 
Virginia’s farmers. Using this infor- 
mation, it makes recommendations to 
meet those needs. 


“This information allows us to 
prepare in advance for dealing with 
the growing financial requirements of 
our state’s largest industry— 
agriculture,” he says. 


Forbes’ advice to borrowers who 
are starting or expanding their farm 
operations is to enlarge gradually. 
Be sure the repayment period allows 
enough time to meet obligations 
while still retaining a safety margin in 
your cash flow for the unexpected, 
he says. 


the loan rate times the amount of 
product in storage. 


The loan is nonrecourse because, if farm 
prices fall below the loan rate, the com- 
modity pledged as collateral can serve 
as full payment of the principal and in- 
terest on the loan, thus assuring farmers 
of a minimum price for their products. 


The CCC also makes recourse loans for 
storage facilities and for drying and 
other handling equipment. 


CCC interest rates have risen con- 
siderably since April 1981, because the 
CCC is now required by law to charge 
the same interest rates that it receives 
from the Treasury. Previously, the CCC 
issued loans at rates that were lower 
than the Treasury's. For new loans 
placed during February 1982, the rate 
was 14 percent, compared with a fairly 
steady 3 to 4 percent during the 1940’s 
through 1960's. 


Additional sources of credit are 
merchants and dealers, and seller 
financing. Because of today’s sluggish 
economy, many merchants who sell 
farm machinery provide credit for their 
purchases. These credit programs can 
be a convenient source of financing, but 
they are usually more costly than loans 
from other lenders. 


Individual seller financing can be a 
source of long-term credit for real estate 
purchases. Most of this type of lending 
occurs when a retiring farmer is willing 
to finance a land sale with a contract for 
a deed, first mortgage, or second 
mortgage lien. The costs, terms, and 
repayment schedules can vary widely. 0 


[The material in this article is based on 
Farmers’ and Ranchers’ Guide to 
Borrowing Money, by Danny A. 
Klinefelter of the Texas Agricultural Ex- 
periment Station and Bruce Hottel. Fora 
free copy, write to EMS Information, 
USDA, Rm. 0054 South, Washington, 
D.C. 20250. Ask for the report by title] 
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Monthly Price Monitor 


Mid-March farm prices declined in all another 2¢ a pound. Compared with feeder steer prices rose in March, though 
categories except Choice steers and year-earlier levels, prices were off 26% feeder prices still lagged behind year- 
Choice feeder steers. Corn dropped 3¢ a for corn, 23% for soybeans, 12% for earlier levels. Barrow and gilt prices 
bushel since February, soybeans slipped wheat, and 36% for cotton. Among slipped in March, but they were up 24% 
16¢, wheat lost 10¢. Cotton dropped livestock, Choice steer and Choice from March 1981. 
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9 Call the FARMERS’ — 900 — NEWSLINE for 
the latest U.S. and world crop, livestock, 
export, and economic news from USDA. A 

900 60-second summary is available to you 7 
days a week, 24 hours a day. Your cost is 50 
cents per call. The news items and special 
features are updated at 4 p.m., Washington, 
D.C. time. 

The FARMERS’ — 900 — NEWSLINE keeps 
you on top of the latest agricultural esti- 
mates and analysis from USDA. 


NEWSLINE 900-976-0404 














